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INDEPENDENT AUDITOR’S REPORT

April 21, 2005

Members of the Board

of County Road Commissioners
of losco County

losco, Michigan

We have audited the accompanying financial statements of the governmental
activities of the losco County Road Commission, a component unit of losco
County, as of and for the year ended December 31, 2004, which collectively
comprise the basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the losco County Road
Commission’s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the governmental activities
of the losco County Road Commission as of December 31, 2004, and the
respective change in financial position for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

4855 State Street | PO. Box 6457 | Saginaw, Michigan 48608 | 989.790.3900 | Fax: 989.790.3155
526 West Genesee Street | Frankenmuth, Michigan 48734 | 989.652.6220 | Fax: 989.652.2245
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Members of the Board

of County Road Commissioners
of losco County

Page Two

In accordance with Government Auditing Standards, we have also issued our
report dated April 21, 2005, on our consideration of the losco County Road
Commission’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants and
other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that
testing and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

The management's discussion and analysis and budgetary comparison
information are not a required part of the financial statements but are
supplementary information required by accounting principles generally accepted
in the United States of America. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, we
did not audit the information and express no opinion on it.

Our audit was performed for the purpose of forming an opinion on the financial
statements taken as a whole. The additional supplemental information is
presented for purposes of additional analysis and is not a required part of
financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the financial statements of losco County Road

Commission and, in our opinion, is fairly presented in all material respects in
relation to the financial statements taken as a whole.

Lasdmen, Pesverypns, Lehauman @ Momas P.C

Certified Public Accountants
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IOSCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2004

INTRODUCTION

The losco County Road Commission (ICRC), a component unit of losco County,
is a special purpose government engaged in a single government program of
road maintenance and construction in the County of losco, Michigan. Our
discussion and analysis of the financial performance of the ICRC provides an
overview of the ICRC's financial activities for the fiscal year ended December 31,
2004. Please read this in conjunction with the financial statements.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of
Net Assets and the Statement of Activities provide information about the activities
of the ICRC as a whole and present a longer-term view of the ICRC'’s finances.
We refer to these statements as government-wide statements. Because the
ICRC is a single purpose government, fund financial statements are combined
with government-wide statements and start on page 9. At the fund level, the
statements tell how the services the ICRC provided were financed in the short
term as well as what remains for future spending.

THE STATEMENT OF NET ASSETS AND THE STATEMENT OF ACTIVITIES

One of the most important questions asked about the ICRC's finances is, “Is the
Road Commission better off or worse off as a result of the year's activities?” The
Statement of Net Assets and the Statement of Activities report information about
losco County Road Commission as a whole and about its activities in a way that
helps answer this question. These statements include all assets and liabilities
using the accrual basis of accounting, which is similar to the accounting used by
most private-sector companies. All of the current year's revenues and expenses
are taken into account regardless of when cash is received or paid.

These two statements report the Road Commission’s net assets and the
changes in net assets. You can think of the Road Commission’s net assets, the
difference between assets and liabilities, as one way to measure the Road
Commission’s financial health, or financial position. Over time, increases or
decreases in the ICRC’s net assets are one indicator of whether its financial
health is improving or deteriorating. You will need to consider other nonfinancial
factors to assess the overall health of the Road Commission. At this time, the
Road Commission only engages in governmental activities.




IOSCO COUNTY ROAD COMMISSION

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2004

THE STATEMENT OF NET ASSETS AND THE STATEMENT OF ACTIVITIES
(CONT.)

The audited financial activities of ICRC are presented herein. These statements
include the following:

e Statement of Net Assets and Governmental Fund Balance Sheet,

¢ Reconciliation of the Balance Sheet Fund Balance to the Statement of Net
Assets at December 31, 2004,

e Statement of Activities and Governmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balance, and

* Reconciliation of the Statement of Revenues, Expenditures and Changes

in Fund Balance of Governmental Funds to the Statement of Activities for
the Year Ended December 31, 2004.

CONDENSED FINANCIAL STATEMENTS

The following are condensed government-wide financial statements for ICRC.

Condensed Statement of Net Assets

Assets 2004 2003
General fund $ 3,828,050 $ 4,354,119
Capital assets 9,169,000 6,505,682
Total Assets 5 12,997,050 $ 10,859,801

Liabilities
General fund liabilities

630,924 1,183,216

Total Liabilities 630,924 1,183,216
Net Assets

General fund net assets 3,197,126 3,170,903

Invested in capital assets - net of related debt 9,169,000 6,505,682

Total Net Assets $ 12,366,126 3 9,676,585




IOSCO COUNTY ROAD COMMISSION

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2004

CONDENSED FINANCIAL STATEMENTS (CONT.)

Condensed Statement of Activities

Revenue 2004

2003

Federal and State Revenue $ 4,795,939 $ 5,392,754
Contributions from Local units 550,058 551,239
Other, including charges for services 807,500 673,796

Total Revenue 6,153,497 6,617,789

Expenses

Primary maintenance 1,009,706 1,163,442
Local maintenance 1,385,833 1,081,194
Trunkline 697,477 491,093
Administrative 383,140 393,801
Other (12,200) (3,694)

Total Expenses 3,463,956 3,125,836

Change In Net Assets $ 2,689,541 $ 3,491,953

The ICRC's net assets increased approximately 27.9% from $9,676,584 to
$12,366,126 for the year ended December 31, 2004. This was primarily due to
the investment in capital assets, net of accumulated depreciation and disposals

that are now being reported in compliance with GASB 34.

The Road Commission’s revenue for the year ended December 31, 2004,
decreased approximately 7% from the prior year. This decrease was primarily
due to decreased federal revenue from critical bridge funds that were received in
2003. Routine and heavy maintenance expenditure activity was approximately
21% less in 2004 than the fiscal year ending December 31, 2003. This was
principally due to the 2003 Primary Road Overlay Program, which paved over 15

miles of primary roads and the associated expense.

THE ROAD COMMISSION’S FUNDS

The losco County Road Commission experienced a successful construction year
in 2004. The road commission constructed and paved 16.25 miles on the county
primary road system and 10.82 miles on the local system along with several
gravel and drainage projects on both systems. Thirty-seven local road projects
were completed in partnership with our townships. Seven of the eleven
townships located within the county have dedicated road millages and they
contributed over $490,000 for local road improvements. At the fund level,
revenues of $6,153,497 exceeded the $6,117,932 expenditures for a gain in fund

balance of $35,565.




IOSCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2004

CONDENSED FINANCIAL STATEMENTS (CONT.)

THE ROAD COMMISSION’S FUNDS (CONT.)

Management believes that the fund balance provides sufficient working capital to

meet current and future road project obligations and support continued
operations of the losco County Road Commission.

BUDGET ANALYSIS

ORIGINAL BUDGET VERSUS AMENDED BUDGET

Prior to the beginning of the year, the ICRC’s budget is compiled based on
certain assumptions and facts available at that time. During the year, the ICRC
Board amends the budget to reflect changes in those original assumptions; facts
and/or economic conditions that were unknown or that had changed since the
original budget was compiled. The original 2004 budget was adopted in
December of 2003. The final revenue budget for the year ended December 31,
2004, was adjusted by $21,520 for the following reasons:

» Federal revenue was decreased due to project carry over into the 2005
construction year.

¢ Township revenue was increased by $100,000 to reflect additional
township projects.

* Trunk line maintenance was increased to reflect additional projects
requested by MDOT.

The balance of the variances were from adjustments made to several individual
revenue line items, none of which management considers significant.

The final amended expenditure budget for the year ended December 31, 2004
was $209,521 greater than the original budget for the following reasons:

e Local routine maintenance increased because of two severe rainfall
events, which required culvert and road replacement not budgeted.

* Equipment rental hours increased due to the additional maintenance
brought about by the extreme winter season.

* Under MDOT contract the state trunk line maintenance and non-
maintenance line items were increased during the budget year to
facilitate the extreme winter season and to complete additional MDOT
projects.

* Operating expense was increased $50,000 to reflect the increased
cost of fuel for the fleet.




IOSCO COUNTY ROAD COMMISSION

MANAGEMENT'’S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2004

ORIGINAL BUDGET VERSUS AMENDED BUDGET (CONT)

The balance of the variances was from adjustments made to several individual
expenditure line items, none of which management considers significant.

AMENDED BUDGET VERSUS ACTUAL

The actual revenue exceeded the final budgeted revenue by $607,701 for the
following reasons:

e Federal revenue was over budget due to a favorable decision by the
state review board on the 2003 Monument Road project that ran over
the estimated cost.

e The MTF revenue is based upon historical averages, with a 60-day

delay in receipt. The 2004 MTF revenue exceeded budget projections
by $394,201.

Total budgeted expenditures were $779,068 less than actual for the following
reasons:

e The variance of $199,257 in heavy maintenance was due to the
contractor’s inability to finish a road project.

e The primary and local routine maintenance variances of $245,436
were due to over estimating the projected winter maintenance required
for December 2004.

e The direct equipment variance of $131,759 was due to the actual
expense being less than the budgeted historical average.

The remaining difference in revenue and expenditure were due to variances in
several line items, none of which management considers significant.




IOSCO COUNTY ROAD COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2004

CAPITAL ASSETS

ICRC has capital assets for full accrual accounting purposes, net of accumulated

depreciation, of $9,169,000. This information, which includes infrastructure, is
summarized below.

2004 2003

Land and improvements $ 69,784 $ 64,901
Buildings 1,834,326 1,834,326
Road equipment 5,615,921 5,371,894
Other equipment 264,586 284,846
Infrastructure assets 7,300,582 4,354,457

Total Capital Assets 15,085,199 11,910,424
Accumulated Depreciation (5,916,199) (5,404,742)
Net Capital Assets $ 9,169,000 $ 6,505,682

Additional information regarding capital assets is located in the notes to the
financial statements.

LONG-TERM DEBT

At year end, the ICRC’s long-term debt consisted of compensated absences
(accumulated sick and vacation pay) in the amount of $279,642.

OTHER

Management is not aware of any currently known facts, decisions, or conditions

expected to have a significant effect on next year or beyond on the losco County
Road Commission'’s financial condition.

CONTACTING THE I0SCO COUNTY ROAD COMMISSION’S MANAGEMENT

This financial report is intended to provide our citizens and customers with a
general overview of the losco County Road Commission’s finances and to show
the losco County Road Commission’s accountability for the money it receives. If
you have any questions about this report or need additional information, we

welcome you to contact the Financial Manager at 3939 West M-55, Tawas City,
Ml 48763.
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IOSCO COUNTY ROAD COMMISSION
STATEMENT OF NET ASSETS AND
GOVERNMENTAL FUND BALANCE SHEET

FOR THE YEAR ENDED DECEMBER 31, 2004

General Statement of
Fund Adjustments Net Assets
ASSETS

Cash $ 6,556 6,556
Investment 2,665,291 2,665,291

Accounts Receivable
State Transportation Department 594,557 594,557
Trunkline 90,443 90,443
Sundry 21,318 21,318

Inventories
Equipment materials and parts 50,721 50,721
Road materials 392,513 392,513
Deferred expenses 6,651 6,651
Capital assets, net of accumulated depreciation - 9,169,000 9,169,000
Total Assets $ 3,828,050 9,169,000 12,997,050
LIABILITIES

Accounts payable $ 89,525 - 89,525

Accrued liabilities 57,174 - 57,174

Advances 10,227 - 10,227

Due to State of Michigan 538 - 538

Trunkline advances 178,818 - 178,818

Deferred credit other 15,000 15,000

Compensated absences - 279,642 279,642
Total Liabilities 351,282 279,642 630,924

FUND BALANCE/NET ASSETS
Fund Balances:

Restricted for County Roads 3,476,768 (3,476,768) -
Total Fund Balance 3,476,768 (3,476,768) -
Total Liabilities and Fund Balance $ 3,828,050

Net Assets:
Invested in capital assets, net of related debt 9,169,000 9,169,000
Restricted for County Roads 3,197,126 3,197,126
Total Net Assets 12,366,126 12,366,126

See accompanying notes to the basic financial statements.




|IOSCO COUNTY ROAD COMMISSION

RECONCILIATION OF GOVERNMENTAL FUND BALANCE TO
NET ASSETS OF GOVERNMENTAL ACTIVITIES
DECEMBER 31, 2004

Total governmental fund balance $ 3,476,768

Capital assets used in governmental activities are not financial 9,169,000
resources and therefore are not reported in the funds

Long-term liabilities are not due and payable in the current period
and therefore are not reported in the funds (279,642)

Net Assets of Governmental Activities $ 12,366,126

See accompanying notes to the basic financial statements.
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IOSCO COUNTY ROAD COMMISSION

STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND STATEMENT
OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
FOR THE YEAR ENDED DECEMBER 31, 2004

General Statement of
Fund Adjustments Activities
Revenue
Federal 671,173 $ - $ 671,173
State 4,124,766 - 4,124,766
County 550,058 - 550,058
Other -
Interest earned 24,493 - 24,493
Licenses and permits 11,090 - 11,090
Sundry refunds 14,106 - 14,106
Charges for services 733,020 - 733,020
Miscellaneous 7,490 - 7,490
Gain (loss) equipment disposals 17,301 - 17,301
Total Revenue 6,153,497 - 6,153,497
Expenditures
Primary heavy maintenance 2,011,833 (2,011,833) -
Primary maintenance 1,009,706 - 1,008,706
Local heavy maintenance 934,292 (934,292) -
Local maintenance 1,385,833 - 1,385,833
State trunkiine maintenance 590,755 - 590,755
State trunkline non-maintenance 106,722 - 106,722
Administrative 383,140 - 383,140
Compensated absences - 9,342 9,342
Net equipment expense (259,040) - (259,040)
Net capital outlay
Capital outlay 372,726 (372,726) -
Depreciation (443,916) 443,916 -
Depreciation - 205,845 205,845
Deprecation on salt sheds 5,772 5772
Other 25,881 - 25,881
Total Expenditures 6,117,932 (2,653,976) 3,463,956
Excess of Revenue Over (Under) Expenditures 35,565
Change in Net Assets - 2,689,541
Fund Balance/Net Assets - Beginning of Year, 3,441,203 ‘ 9,676,585
Fund Balance/Net Assets - End of Year $ 3,476,768 $ - $ 12,366,126

See accompanying notes to the basic financial statements.
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IOSCO COUNTY ROAD COMMISSION
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCE OF GOVERNMENTAL FUND TO THE
STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2004

Net Change in fund balance--total governmental funds $ 35,565

Amounts reported for governmental activities in the statement
are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives as
depreciation expense. 2,874,935

Governmental fund do not record deprecation as an expense (211,617)

Some expenses reported in the statement of activities do not require
the use of current financial resources and therefore are not reported
as expenditures in governmental funds. (Increase in compensated
absences) (9,342)

Change in net assets of governmental activities $ 2,689,541

See accompanying notes to the basic financial statements.
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I0SCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

losco County Road Commission’s financial statements are prepared in
accordance with United States generally accepted accounting principles (GAAP).
The Governmental Accounting Standards Board (GASB) is responsible for
establishing GAAP for state and local governments through its pronouncements.
Governments are also required to follow the pronouncements of the Financial
Accounting Standards Board (FASB) issued through November 30, 1989 (when
applicable) that do not conflict with GASB pronouncements. The more significant

accounting policies established in GAAP and used by the ICRC are discussed
below.

Reporting Entity

The ICRC is governed by a three-member board of County Road
Commissioners appointed by the losco County Board of Commissioners.
The ICRC is a component unit of the losco County and its financial
statements are an integral part of the comprehensive annual financial
report of the losco County.

Based upon GASB Statement 14, which establishes criteria for
determining the reporting entity, these financial statements present the
losco County Road Commission, a discretely presented component unit of
losco County, and include the ICRC’s general operations fund.

Basic Financial Statements — Government-Wide Statements

The government-wide financial statements (i.e., the statement of net
assets and the statement of activities) report information on ali of the
nonfiduciary activities of the Road Commission. The Road Commission

consists solely of government-type activities: no business-type activities
exist.

This government-wide approach is focused more on the sustainability of
the ICRC as an entity and the change in the Commission’s net assets
from the current year's activities.

Basic Financial Statement — Fund Financial Statements

The accounts of the Commission are organized on a fund basis. A fund is
defined as a fiscal and accounting entity with a self-balancing set of
accounts, which are segregated for the purpose of carrying on specific
activities or attaining certain objectives in accordance with special
regulations, restrictions or limitations. The Commission’s operations are
accounted for in one fund, the general operations fund.

14




IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

Measurement Focus/Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting
refers to when revenues and expenditures are recognized in the accounts
and reported in the financial statements. Basis of accounting relates to
the timing of the measurement made, regardless of the measurement
focus applied.

The government-wide statements are reported using the economic
resources measurement focus and the accrual basis of accounting. The
economic resources measurement focus means all assets and liabilities
(whether current or non-current) are included on the statement of net
assets and the operating statements present increases (revenues) and
decreases (expenses) in net total assets. Under the accrual basis of
accounting, revenues are recognized when earned. Expenses are
recognized at the time the liability is incurred.

Governmental fund financial statements are reported using the current
financial resources measurement focus and are accounted for using the
modified accrual basis of accounting. Under the modified accrual basis of
accounting, revenues are recognized when susceptible to accrual; i.e.,
when they become both measurable and available. “Measurable” means
the amount of the transaction can be determined and “available” means
collectible within the current period or soon enough thereafter to be used
to pay liabilities of the current period. The ICRC considers revenues as
available if they are collected soon after year-end.

Cash and Investments

Cash and cash equivalents are considered to be cash on hand and demand
deposits.

Accounts Receivable

Accounts receivable are primarily amounts due from other governmental units.

Inventories and Prepaid ltems

Inventories consist of equipment parts and road materials and are valued
at the lower of cost or market. Inventory items are charged to road
construction, maintenance, equipment repairs and operations as they are
used.

15




IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

Capital Assets and Depreciation

Capital assets purchased are reported at historic cost. Contributed assets
are reported at fair market value when received. Additions, improvements
and other capital outlays that significantly extend the useful life of an asset
are capitalized. Other costs incurred for repairs and maintenance are
expensed as incurred. Capital assets are capitalized and depreciated
according to State guidelines. Depreciation is computed on the sum-of-
the-year's-digits methods for road equipment and straight-line method for
all other capital assets over the following estimated useful lives:

Years
Buildings 25-50
Road equipment 5-8
Other equipment 4-20
Infrastructure 5-50

GASB 34 requires the ICRC to report and depreciate infrastructure assets

in its government-wide statements. Infrastructure assets include roads,
bridges, traffic signals, etc.

Compensated Absences (vacation and sick leave)

It is the policy of the ICRC to permit employees to accumulate earned but unused
sick and vacation pay benefits.

Budgets and Budgetary Accounting

The Road Commission follows these procedures in establishing the
budgetary data reflected in the financial statements:

e A budget is adopted by the Board of County Road Commissioners
of losco County prior to December 31 of each year. The budget
includes proposed expenditures and a means of financing them.

e The losco County Road Commission approved budget is then
submitted to the losco County Board of Commissioners.

e The budget is prepared by the Road Commission on a basis
consistent with U.S. generally accepted accounting principles and
revised as deemed necessary during the year.

e Budgets are prepared using the modified accrual basis of

accounting.
e The budgetary information presented has been amended
throughout the year.

16




IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

Law requires budget amendments as needed to prevent actual expenditures
from exceeding those provided in the budget. Expenditures, which exceeded
appropriations, are illustrated in required supplemental information.

NOTE 2--CASH AND INVESTMENTS

The Road Commission is authorized by the State of Michigan to invest in the
following:

e In bonds, securities and other obligations of the United States or
agency or instrumentality of the United States.

* In certificates of deposit, saving accounts, deposit accounts, or
depository receipts of a bank which is a member of the FDIC, a
savings and loan association which is a member of the Federal
Savings and Loan Insurance Corporation or a credit union which is
insured by the National Credit Union Administration.

* In commercial paper rated at the time of purchase within the two
highest classifications established by not less than two standard
rating services and which matures not more than 270 days after the
purchase date.

* In United States government or federal agency obligation
repurchase agreements.

* In banker's acceptance of United States banks.

¢ In obligations of the state or any of its political subdivisions that at
the time of purchase are rated as investment grade by not less than
one standard rating service.

¢ In mutual funds composed of investment vehicles which are legal
for direct investment by local units of government in Michigan.

State statutes require that certificates of deposit, savings accounts, deposit

accounts and depository receipts be made with banks having a place of business
in the State of Michigan.

At year-end, the carrying amount of the commission’s deposits was $6,565 and
the bank balance was $210,562. Of the bank balance $85,933 was covered by
federal depository insurance and $124,629 was uninsured and uncollateralized.

17




IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 2--CASH AND INVESTMENTS (CONT.)

The ICRC's deposits are categorized below according to level of credit risk:
- Category 1 represents the ICRC’s insured or collateralized deposits
with securities held by the ICRC or by its agent in the ICRC’s name.
- Category 2 represents the ICRC’s collateralized deposits  with
securities held by the pledging financial institution’s trust department or

agent in the ICRC’s name.

- Category 3 represents the ICRC’s uncollateralized deposits including
any bank balances that are collateralized with securities held by the
pledging financial institution’s trust department or agent but not in the

ICRC’s name.
Category Bank Carrying
1 2 3 Balance Amount
Demand deposits $ 85,933 $ - $ 124,629 $ 210,562 $ 6,156
Investments - - 2,541,291 2,541,291 2,665,291
Cash on hand - - - 400
Totals $ 85,933 $ - $ 2,665,920 $2,751,853 $2,671,847

NOTE 3--CAPITAL ASSETS AND DEPRECIATION

Changes in capital assets for the year are as follows:

Balance Balance
1/1/2004 Additions Retirements 12/31/2004
Capital Assets Not Being Depreciated
Land $ 39,165 $ - $ - $ 39,165
Land improvements 25,736 4,883 - 30,619
Total Land and improvements 64,901 4,883 - 69,784
Other Capital Assets
Buildings and improvements 1,834,326 - - 1,834,326
Road equipment 5,371,894 367,843 (123,816) 5,615,921
Other equipment 284,846 - (20,260) 264,586
Infrastructure and improvements 4,354,457 2,946,125 - 7,300,582
Total Other Capital Assets 11,845,523 3,313,968 (144,076) 15,015,415
Total Capital Assets 11,810,424 3,318,851 (144,076) 15,085,199
Accumulated Depreciation
Land improvements 4,914 5,147 - 10,061
Buildings and improvements 846,161 39,573 - 885,734
Road equipment 4,345,765 385,277 (123,816) 4,607,226
Other equipment 207,902 19,691 (20,260) 207,333
Infrastructure and improvements - 205,845 - 205,845
Total Accumulated Depreciation 5,404,742 655,533 (144,076) 5,916,199
Total Net Capital Assets $ 6,505,682 $ 2,663,318 $ - $ 9,169,000

Depreciation was recognized in the amount of $655,533.
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IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 4--LONG-TERM LIABILITIES

Long-term liabilities consist solely of accrued compensated absences payable.

Following is a summary of the changes in long-term liabilities for the year ended
December 31, 2004:

Balance Balance
1/1/2004 increase Decrease 12/31/2004
Accrued compensated
absences $ 270,300 $ 15,227 3 (5,885) $ 279,642
Total $ 270,300 $ 15,227 3 (5,885) $ 279,642

NOTE 5--UNEMPLOYMENT COMPENSATION

The Road Commission is subject to the Michigan Employment Security Act and
has elected the reimbursement method of financing. Under this method, the
Road Commission must reimburse the Michigan Employment Security
Commission for all benefits charged against the Road Commission. There was
unemployment expense of $647 for the year ended December 31, 2004.

NOTE 6--PENSION PLAN

Plan Description

The Road Commission's defined benefit pension plan provides retirement,
disability, and death benefits to plan members and beneficiaries. The Road
Commission participates in the Municipal Employees Retirement System of
Michigan (MERS), an agent multiple-employer plan administered by the MERS
Retirement Board, Act No. 427 of the Public Acts of 1984, as amended by 1996
PA 220, establishes and amends the benefit provisions of the participants in
MERS. The fiscal year for the retirement plan ends December 31. The
Municipal Employees Retirement System of Michigan issues a publicly available
financial report that includes financial statements and required supplementary
information for MERS. That report may be obtained by writing the Municipal
Employees Retirement System of Michigan, 447 N. Canal Road, Lansing,
Michigan 48917 or by calling (800) 767-6377.
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IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 6--PENSION PLAN (CONT.)

Funding Policy

The Road Commission is required to contribute at an actuarially determined rate
based on covered payroll; the current rate is 5.09% for hourly employees and
13.32% for salaried employees. The ICRC's hourly employees are required to
contribute 6.7% of annual compensation and salaried employees are required to
contribute 8.97% of annual compensation. The contribution requirements of the
Road Commission are established and may be amended by the Retirement
Board of MERS. The contribution requirements of plan members, if any, are
established and may be amended by the Road Commission depending on the
MERS contribution program adopted by the Road Commission.

Annual Pension Cost

For the year ended December 31, 2004, the Road Commission's annual pension
cost was $124,483 which is equal to the required contribution. The required
contribution was determined as part of the December 31, 2002, actuarial
valuation using the entry age actuarial cost method. The actuarial assumptions
included (a) an assumed rate of investment return which is used to discount
liabilities and project what plan assets will earn investment of present and future
assets of 8.0%, (b) a mortality table projecting the number of employees who will
die before retirement and the duration of benefit payments after retirement, (c)
assumed retirement rates projected when employees will retire and commence
receiving benefits, (d) a set of withdrawal and disability rates to estimate the
number of employees who will leave the work force before retirement, and (e)
assumed rates of salary increases to project employees compensation in future
years. The actuarial value of MERS assets was determined on a basis of a
valuation method that assumes the fund earns the expected rate of return and
includes an adjustment to reflect market value.

Three-year Trend Information

Annual Percentage Net
Fiscal Pension of APC Pension
Year Ended Cost Contributed Obligation
12/31/2002 101,045 100% -
12/31/2003 100,772 100% -
12/31/2004 124,483 100% -
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IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 6--PENSION PLAN (CONT.)

Annual Pension Cost (cont.)

Schedule of Funding Progress

Unfunded UAAL
Actuarial (Over asa
Actuarial Accrued Funded) % of
Actuarial Value of Liability AAL Funded Covered Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) (b-a)/ (c)
12/31/2001 3,454,430 4,557,739 1,103,309 76% 1,354,294 81%
12/31/2002 3,638,594 4,955,285 1,316,691 73% 1,392,223 95%
12/31/2003 3,951,538 5,610,261 1,658,723 70% 1,429,139 116%

NOTE 7--RISK MANAGEMENT

The Road Commission is exposed to various risks of loss related to torts; theft of,
damage to, and destruction of assets; errors and omission; injuries to employees;
and natural disasters. The commission manages its workers’ compensation
through commercial insurance. The commission manages all other risks by
participating in Michigan County Road Commission Self-Insurance Pool
(MCRCSIP), a trust fund established by the road commissions in the State of
Michigan. The MCRCSIP is a public entity risk pool currently operating as a
common risk management and insurance program. The commission pays an
annual premium to MCRCSIP for its general liability coverage. The MCRCSIP is
self-sustaining through member premiums and provides reinsurance through
commercial companies for claims in excess of certain limits.

NOTE 8--LITIGATION

The Road Commission is a party to various legal proceedings, which normally

occur in governmental operations for which the Road Commission carries
commercial insurance.
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IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 9--POST-EMPLOYMENT BENEFITS

In addition to the pension benefits described in Note 6, the losco County Road
Commission provides post-employment health, dental and life insurance benefits,
in accordance with employee working agreements, to all employees who retire at
the age of 60 until they reach full social security retirement age.

For those employees who terminate without retirement, healthcare benefits are
terminated. At that time, the former employee has continuation rights to health
insurance coverage under the COBRA law of 1985.

During the year ended December 31, 2004, retirees’ health insurance was
provided as traditional Blue Cross Blue Shield with a major medical rider. The
ICRC paid for approximately 50% of the cost of coverage for retirees and
surviving spouses eligible to participate in the group plan. The remainder of the
premium was paid by the retiree. For the year ended December 31, 2004, four
employees met the eligibility requirements for this benefit.

Once a retiree reaches full social security retirement age, the ICRC reimburses
up to $400 for medical expenses not covered by insurance within the calendar

year. For the year ended December 31, 2004, twenty-two retirees were eligible
for this benefit.

Expenditures for post-employment healthcare are recognized as claims and
premiums are paid. During the year ended December 31, 2004, the cost for

claims and premiums for retirees, dependents, and surviving spouses was
$25,665.

NOTE 10--RESTRICTED ASSETS

The restricted asset balance of $15,000 is being held for future maintenance on a
sub-~division railroad crossing.
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REQUIRED SUPPLEMENTAL INFORMATION
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Revenues

Federal

State

County

Other
Interest earned
Special assessments
Licenses and permits
Sundry refunds
Charges for services
Miscellaneous
Gain (loss)
equipment disposals
Total Revenues

Expenditures
Heavy maintenance

Maintenance

Other
Trunkline maintenance
Trunkline nonmaintenence
Administration
Equipment
Less: equipment rental
Capital outlay
Less: depreciation credits
and retirements
Non certified road main.

Total expenditures

Excess of revenue over
(under) expenditures

Fund Balance, Beginning

Fund Balance, Ending

See independent auditor's report on supplementary information.

I0SCO COUNTY ROAD COMMISSION
BUDGETARY COMPARISON SCHEDULE

GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2004

Actual Vs.
Final Budget
Criginal Final Over
Budget Budget Actual (Under)
$ 812,806 $ 575,000 $ 671,173 96,173
3,723,297 3,723,296 4,124,766 401,470
380,000 481,000 550,058 69,058
12,000 23,000 24,493 1,493
50,000 - - -
7,000 10,000 11,090 1,090
55,000 20,000 14,106 (5,894)
453,173 681,000 733,020 52,020
15,000 20,000 7,490 (12,510)
16,000 12,500 17,301 4,801
$ 5,524,276 $ 5,545,796 $ 6,153,497 $ 607,701
3,307,865 3,195,700 2,946,125 (249,575)
2,216,391 2,640,975 2,395,539 (245,436)
429,173 550,000 590,755 40,755
- 107,000 106,722 (278)
425,000 425,000 383,140 (41,860)
1,369,050 1,423,325 1,291,566 (131,759)
(1,175,000) (1,450,000) (1,550,6086) (100,606)
466,000 400,000 372,726 (27,274)
(375,000) (425,000) (443,916) (18,916)
24,000 30,000 25,881 (4,119)
6,687,479 6,897,000 6,117,932 {779,068)
(1,163,203) (1,351,204) 35,565 1,386,769
3,441,203 3,441,203 3,441,203 -
$ 2,278,000 $ 2,089,999 $ 3,476,768 $ 1,386,769

24




ADDITIONAL SUPPLEMENTAL
INFORMATION
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IOSCO COUNTY ROAD COMMISSION
ANALYSIS OF REVENUE, EXPENDITURES, AND CHANGES IN
FUND BALANCE--SPECIAL REVENUE FUND
FOR THE YEAR ENDED DECEMBER 31, 2004

Appropriated
Primary Local County
Roads Roads Roads Total
Revenues
Federal
Surface transportation
program $ 229,269 $ - $ - $ 229,269
D Funds 441,183 - - 441,183
Other FEMA 721 - - 721
Total federal 671,173 - - 671,173
State
Engineering
Urban road 10,000 - - 10,000
Allocation 289,424 135,962 - 425,386
Snow removal 2,117,951 1,340,060 - 3,458,011
Critical bridge 804 - - 804
Forest funds - 73,296 73,296
Economic development 157,269 - 157,269
Total State 2,575,448 1,549,318 - 4,124,766
County
Township - 490,075 - 490,075
Other government - 59,983 - 59,983
Total County - 550,058 - 550,058
Other
Interest earned 11,512 8,327 4,654 24,493
Licenses and permits - - 11,090 11,090
Sundry refunds - - 14,106 14,106
Charges for services - - 733,020 733,020
Miscellaneous - - 7,490 7,490
Gain (loss)
equipment disposals 6,225 5,879 5,197 17,301
Total Other 17,737 14,206 775,557 807,500
Total Revenues
$ 3,264,358 $ 2,113,582 $ 775,557 $ 6,153,497

See independent auditor's report on supplementary information. -
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I0SCO COUNTY ROAD COMMISSION
ANALYSIS OF REVENUE, EXPENDITURES, AND CHANGES IN
FUND BALANCE--SPECIAL REVENUE FUND
FOR THE YEAR ENDED DECEMBER 31, 2004

Appropriated
Expenditures Primary Local County
Roads Roads Roads Total
Heavy maintenance 2,011,833 934,292 - 2,946,125
Maintenance 1,009,706 1,385,833 - 2,395,539
Other
Trunkline maintenance - - 590,755 590,755
Trunkline nonmaintenence - - 106,722 106,722
Administration 216,725 166,415 - 383,140
Equipment 346,474 651,585 293,507 1,291,566
Less: equipment rental (415,975) (782,270) (352,361) (1,550,606)
Capital outlay 200,000 100,000 72,726 372,726
Less: depreciation credits
and retirements (159,727) (150,841) (133,348) (443,916)
Non certified road main. - - 25,881 25,881
Total other 187,497 (15,111) 603,882 776,268
Total expenditures 3,209,036 2,305,014 603,882 6,117,932
Excess of revenue over
(under) expenditures 55,322 (191,432) 171,675 35,565
Fund Balance, Beginning 1,630,505 1,159,681 651,017 3,441,203
Fund Balance, Ending $ 1,685,827 $ 968,249 $ 822,692 3,476,768

See independent auditor's report on supplementary information.




IOSCO COUNTY ROAD COMMISSION
SCHEDULE OF FEDERAL FINANCIAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2004

Federal Pass-through
Federal Grantor/Pass Through CFDA Entity Federal
Grantor/Program or Cluster Title Number Number Expenditures
U. S. Department of Transportation Highway
Research, Planning and Construction
Michigan Department of Transportation 20.205
77583A $ 6,357
72660A 235,856
77582A 149,130
58382A 80,139
72665A 198,970
Total Pass-Through $ 670,452
FEMA
Hazard Mitigation Grant 83.548 721
Total Federal Expenditures $ 671,173

Note: Federal financial assistance, received under the highway planning and
construction program, in the amount of $670,452 was administered by the State
of Michigan. The Road Commission has no responsibilities regarding fiscal or

compliance controls over such assistance.

See independent auditor’s report on supplementary information.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

April 21, 2005

Members of the Board

of County Road Commissioners
of losco County

losco, Michigan

We have audited the financial statements of the governmental activities of the
losco County Road Commission, a component unit of losco County, as of and for
the year ended December 31, 2004, which collectively comprise the financial
statements of the losco County Road Commission and have issued our report
thereon dated April 21, 2005. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered losco County Road
Commission's internal control over financial reporting in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial
reporting. However, we noted a matter involving internal control over financial
reporting and its operation that we consider to be a reportable condition.
Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of the internal control over
financial reporting that, in our judgment, could adversely affect losco County
Road Commission’s ability to record, process, summarize, and report financial
data consistent with the assertions of management in the financial statements.

We noted an absence of appropriate segregation of duties consistent with
appropriate control objectives.

4855 State Street | P.O. Box 6457 | Saginaw, Michigan 4860 é‘)S‘).W)().C’;()()() | Fax: 989.790.3155
520 West Genesee Street | Frankenmuth, Michigan 48734 1 989.652.6220 | Fax: 989.652.2245
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Page Two

April 21, 2005

A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level
the risk that misstatements in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.
Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable
conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses. However, we
believe the reportable condition described above is not a material weakness.

Compliance

As part of obtaining reasonable assurance about whether losco County Road
Commission's financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing
an opinion on compliance with those provisions was not an objective of our audit
and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

This report is intended for the information of management and the Board of
County Road Commissioners. However, this report is a matter of public record
and its distribution is not limited.

Lo, Pveryona, dchavman 3 Yhamas, P.L

Certified Public Accountants
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In planning and performing our audit of the financial statements of losco County Road
Commission for the year ended December 31, 2004, we considered the Commission’s
internal control in order to determine our auditing procedures for the purpose of

expressing an opinion on the financial statements and not to provide assurance on
internal control.

However, during our audit we became aware of a matter that is an opportunity for
strengthening internal controls and operating efficiency.

Computer Back Up and Storage for Accounting Software Data

We noted the accounting software data files are not being back up on a regular basis.

We recommend that the computer files be back up at least weekly, be properly labeled,

and be stored off premises in a fireproof vault to ensure safe storage of accounting
computer data.

We understand management is already investigating different options to address this
issue.

We will review the status of this comment during our next audit engagement. We have
already discussed this comment and suggestion with your Director, and we will be
pleased to discuss them in further detail at your convenience, to perform any additional
study of these matters, or to assist you in implementing the recommendations.

EZZ&W Prtverycyno, Hhawn'ar b Hhpmas, P.C

Gardner, Provenzano, Schauman & Thomas P.C.
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